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Abstract: Evolving pattern of the RMB real exchange rate during China’s rapid
catch-up period presents a puzzling question to economic analysis. Using the results
of a series of papers by the author on the subject, this paper attempts a systematic
explanation of the changes of the RMB real exchange rate through four stages over
the last 28 years or so. It is argued that the trend changes of the RMB exchange rate
have been mainly shaped by changes in the “relative relative” productivity growth and
unit labor cost in the Chinese manufacturing sector, as well as the pattern of the
institutional reform. Structural changes in the Chinese balance payment and other
factors such as cyclical element of the domestic economy, external shocks etc have
also influenced the RMB exchange rate.



1978-2005

1978 1990 !
1990
3.9 2.1

1990

2006a

2006
2006b 2006¢

2006d
2006e

CP1/CPI
2006a



/
“ misalignment ~~

2 _
3
4-7
8
2 -
Balassa 1964
A1, An, Wr, Wy, P, Py
A*r A*N, W, WY, P*r, P*y
> E
P
6 _
R=E_ 1)
WT:WN:W,W*T:W*N:W*
A*r > Ag
FEER
2006a
3 Ps
>z 1993 48 “



A*r [ At >A*\ [ An

EP*r=Pr, E=P/P*
PrAT= W, Pr=WI/AT
PnAN = W, Pn = W/AN
P*rA*r = W*,  P*r = W*/A*
PEnA*y = W*, Py = WHA*y

P= [PT ]1_a [PN ]a

=[P I[P I

() (8)

@ R=ER[RI/PTPxT

wl Tw ] Jw=T"Tw=*7"
e o 12 2] ] 2

EHAIE

W >/ A*,
RG) @ E=— A
AT [T
(12) (12) R= |:AN } /|:A*N }
13
12
1964 ”” general model

)
3)
(4)
(5)
(6)

(7)

(8)

(9)

(10)

(11)

(12)

(13)



1964

Q=Q L K~

K

A*
A
Lo

LP

cCcx 33

L K A

Yo
LAS

PPF

PF



EXo P1

1993

1993 64
24 25

13

Yo

Po

OECD

Y1

Py

1980

1990

PFy PR

1978-1993

73

1978 100
2006b

LPy

EXo



1980

1978 100 1993 241
13 OECD 192
4
PPF
4 1979-1993
5 1994-1997
21%
22% 27%  31%
3.4% 13.3%
5.81 8.70
“e overshooting >~
1990 1990

1993 64 1997 76



13 72 89

1993-1995 1995
1997 1994
5
PPF
5 1994-1997
1990
20-30%
1990
6 1998-2001
76 101 13
OECD 89 122
1998
1997 308 276 13 OECD 1997 234 209

1997 1999

10



2001 1% 2001 1997
10% 13  OECD
15-20%

contagion effect

1994

! 1990

® 2002 1990

1986

11

" 2000
10%
4_.5%

1990
PPF

2002-2005

2002703



2004

2003
1.2% 2004 3.9%
90
® 2005 7
2006 6 8.27 8
3.3%
2001 5091
2005 14211 1.79 29.2%
2661 7620 1.86 30.1%
2001 2004
30%
2001 174 2002 354 2003
459 2004 687 2005 1608
GDP 2001 2004 1.5% 2.8% 3.1% 4.2%
2004 2005 7.23%
0 2004
6009 2005 8189
2020 3 2
WTO
7
PPF
? 2002-2004
2.3%-7.8% 2006a CPI CPI1

 2002-2005 65.3 182.9 270.5 -167.7

12



20

“V 7

1

11

13



1990

1994-2004

14



1995-2004 25%-30%

2005
20%-30%

1990

20

15



Balassa, Bela (1964): ““The Purchasing-Power Parity Doctrine: A
Reappraisal””, The Journal of Political Economy, Vol. 72, No. 6 (Dec.,
1964), pp. 584-596.
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